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SUBJECT: Health Facility Reimbursement and Bed Licensing Fee.

FIRST AUTHOR: Rep. Crawford BILL STATUS: AslIntroduced
FIRST SPONSOR:
FUNDSAFFECTED: X GENERAL IMPACT: State & Local

X DEDICATED

X FEDERAL

Summary of L egidation: Thisbill requiresthe Office of Medicaid Policy and Planning (OM PP): (1) to use
additional federal funds for the state Medicaid program received through intergovernmental transfers and
other methodsinvolving health facilitiesto supplement Medicaid reimbursement for health facilities; (2) to
modify Medicaid reimbursement for health facilitiesto remove expensesfor property taxesfromthe capital
rate component and calculate the expenses in a new rate component; (3) to calculate administrative and
professional liability componentsof the case-mix reimbursement asspecified; (4) to recal cul ate, publish, and
pay Medicaid reimbursements as specified; (5) to modify the M edicaid case-mix reimbursement system for
health facilities and reimburse health facilities as specified; (6) to reimburse health facilities that elect to
increase wages or benefits, and pay bonuses to certain personnel as specified; and (7) to amend and adopt
specified administrative rules.

The bill establishes the Eldercare Trust Fund consisting of funds to be collected from health facilitiesas a
bed licensing fee of $6 for each patient day in the health facility. The bill also requiresthe state'srate-setting
contractor to: (1) use the most recent completed year when calculating medians and provider rates; (2)
calculate the median for each rate component each quarter using all cost reportsreceived by the statewithin
a specified timeframe; and (3) include in the calculation of the administrative medians and the health
facility's reimbursement rates the initial amount of the licensing fee paid by the health facility. It prohibits
the Officefrom repealing or amending specified administrativerules. It also voidsL SA Document #02-13(F)
concerning Medicaid reimbursement of health facilities.

Effective Date: Upon passage; March 31, 2003 (retroactive).

Explanation of State Expenditures. Summary: Thisbill providesfor abed licensing fee of $6 per patient
day. The net gain to the state Medicaid program from the $6 fee would be $69.5 M. The State V eterans’

Home would incur additional expenses of approximately $600,000 as aresult of the bed licensing fee. This
bill providesfor changestothe M edicaid case-mix reimbursement system used i n determining reimbursement
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ratesfor nursing facilities. Total additional expendituresto the Medicaid program are estimated to increase
by $126.7 M annually. The state share of this amount would be $48.1 M annually from the state General
Fund.

Background Information -

Impact on the Sate Veterans' Home: The Veterans Homeislicensed by the State Department of Health for
350 comprehensive care facility beds and 105 residential beds. The Veterans Home would fall under the
definition of facilities required to pay the general bed licensing fee. It is estimated that thiswould result in
increased annual expenditures for the Veterans' Home of approximately $600,000 in state General Funds.
The Veterans Home is not a Medicaid-certified facility and would realize no refund of this expenditure
under the rate provisions of the bill.

Rate-Setting Procedures: Thebill contains provisionsthat change the proceduresthe rate-setting contractor
uses when recal culating reimbursement rates. These procedures specify the nursing facility cost reports to
usewhen establishing medians, specify thetiming requirementswhen requesting additional information, and
limitsthe useof draft audit reportsin setting rates. Myersand Stauffer, the state’ snursingfacility rate-setting
contractor, estimates that if nursing home costs increase by 1% to 2% greater in the aggregate than the
HCFA/SNF index, the annual additional expenditures paid to nursing facilities would be about $10 to $20
M. This would represent $3.8 M to $7.6 M in state share of expenditures.

Theprovision effectively atersthemethodol ogy for cal cul ating reimbursement ratesby basing the new rates
onthemost recently completed cost reports provided by nursing facilities, rather than on the prior year's cost
reports. In either case, in the calculation of the new rates, the nursing facility cost data would be projected
forward by the HCFA/SNF index, an index computed by the Centers for Medicare and Medicaid Services
(CMS, formerly HCFA). Thisis an index much like the Consumer Price Index, except that it measures the
historical change in nursing facility costsinstead of the costs of consumer items.

Generally, to the extent that the HCFA/SNF index is a good predictor of the allowable costs reported by
Indiana nursing facilities, the impact of the change caused by this provision would be minimal. However,
if actual Indiana costs rise faster than the nation's costs, as measured by HCFA/SNF, the calculated
reimbursement rates to nursing facilitieswill be higher than they would otherwise be. The impact for each
percentage point of actual Indianacost increases over the HCFA/SNF index is estimated by industry sources
to rangefrom $8.3 M to $12.5 M in total Medicaid expenditures on an annual basis (or $3.15M to $4.75 M
in state costs). Conversely, if the actual Indiana costs rise slower than the HCFA/SNF index, the change in
the methodology resulting from this bill would result in reduced Medicaid expenditures.

Based on an analysisby oneindustry source of the changein allowable nursing facility costsusing 1998 and
2000 cost data, if these conditions were to continue, total Medicaid expenditures would be projected to
increase by $12.9 M (or $4.9 M in state costs). Again, the amount and direction of the impact will depend
on the relationship between changes in actual Indiana nursing facility costs and changesin projected costs.
In comparison, Myers and Stauffer, the state’ s nursing facility rate-setting contractor, estimates the impact
at $10 M to $20 M as described above.

Consideration of Property Taxesand Liability Insurance: Thisbill removes property taxesfrom the capital
rate component and reimbursesthese costs separately without alimit. The net additional expendituresof this
provision are estimated to be $3.4 M, or about $1.3 M in state share. Thebill also removesliability insurance
from the admini strative component and reimburses these costs separatel y without alimit. The net additional
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expenditures of this provision are estimated to be $18.1 M, or approximately $6.9 M in state share.

There are currently four basic componentsin the case-mix reimbursement system: direct care, indirect care,
administrative, and capital. Property taxes are an allowable cost within the capital component. The capital
component islimited to a95% minimum occupancy limitation, aswell as by an 80% factor when computing
the component’ scontribution to thetotal reimbursement rate. The bill would remove property taxesfromthe
capital component and would create anew “property tax” component which would have no limiter. Liability
insurance is an allowable cost within the administrative component which is limited to a 65% minimum
occupancy limitation and a percentage of statewide cost medians. The bill would removeliability insurance
from the administrative component to consider this expense separately with no limiters.

Wage Increase Pass Through for Direct Care Staff: The hill establishes a program for wage or benefit
increases or bonus programs for registered nurses(RNs), licensed practical nurses(LPNs), and certified
nursing aides(CNAs). Each facility that elects to create a plan that increases the wages or benefits or pays
abonusfor direct care staff may participate in this program. The amount of expenses passed through to the
Medicaid program are limited to an amount not to exceed $1 per hour for each RN, LPN, or CNA employed
by thefacility. Thefacility must submit aplan to the Office of Medicaid Policy and Planning at | east 30 days
before the implementation that describes how the facility will distribute the additional reimbursement to
employees. This expenditure would be removed from the direct care component of the case-mix
reimbursement system. The wage pass through is estimated to require $18.9 M, or about $7.2 M in state
funds.

Repeal of Cost Containment Rules: The bill requires the Office to restore the profit add-on payment
eliminated fromthe case-mix reimbursement system by admi nistrativerul e changes promul gated to cut costs.
This provision is estimated to require $11.4 M annually in state funds.

The bill also requires the Office to restore the inflation adjustment that was eliminated from the case-mix
reimbursement system by administrative rule changes promul gated to cut costs. This provision is estimated
to require $11.2 M annually in state funds.

Thebill also requiresthe Officeto eliminate the 65% minimum occupancy standard put in placein thedirect
care, administrative, and indirect cost components of the case-mix reimbursement system. This provision
would require $10.1 M in FY 2004 and $12.8 M in state funds since the Office plans to implement a 75%
minimum occupancy standard in the upcoming biennium. Removal of the minimum occupancy standard
would eliminate the cost savings associated with the initial implementation and prevent additional savings
to be realized with a higher standard.

Explanation of State Revenues. Nursing Facility License Fee: This bill would authorize a $6 per patient
day nursing facility license fee for all nursing home beds in the state. The bill creates the Eldercare Trust
Fund and requiresthe proceeds of the license fee to be deposited in the Fund. The bill annually appropriates
the proceeds of the licensing fee to pay for specified nursing facility services under the state Medicaid
program. If the funds generated by the fee cannot be used to draw federal matching funds, they are to be
returned to the facilities that contributed them. The license feeisinitialy estimated to generate a total of
$92.8 M; including $2.9 M from non-Medicaid nursing facilities. Non-Medicaid nursing facilitieswould be
unable to recover the additional $2.9 M expense related to the fee. The bill specifies that the fee collected
isan all owableadministrative cost component for M edi caid reimbursement purposes. The M edicaid-certified
nursing facilities are estimated to recover approximately 68% of the cost of the fee through increased rates
dueto higher allowable costs. Thiswould requiretotal additional paymentsto the nursing facilitiesof $61.1
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M. The state share would be $23.2M of thetotal. The net gain to the state Medicaid program from the $6 fee
would be $69.5 M.

Thehill specifiesthat the fee may not be assessed until the nursing facility rates have been adjusted and the
new higher rates reflecting the increased administrative costs are being paid. The bill further specifies that
the funds raised through the bed fee may not be used to supplant state funding levels as of January 1, 2003.

Intergovernmental Transfers: Thebill requiresthat any additional federal financial participation (FFP) that
thestatereceivesthrough anintergovernmental transfer must be used to supplement M edi caid rei mbursement
for nursing facilities. Thebill requiresthat the property tax and liability insurance expense pass through and
requirement for current coststo be used in therate cal culation must be funded through this mechanism. The
bill further requires that any remaining FFP must then be used to supplement Medicaid reimbursement for
nursing homesin auniform manner for all facilities. OM PP hasemphasi zed that intergovernmental transfers
need to have an incentive for the participants to participate. Currently, Marion County Health and Hospital
Corporation’s non-state governmental nursing facility, Lockfield Village, is the source of the
intergovernmental transfer. This bill would eliminate the incentive for any money to come to the state to
leverage funds since the bill requires all facilitiesto be treated uniformly. Additionally, one of theitemsto
be included for funding, the property tax pass through, is not an expense to the county facility that is the
source of the funds. OM PP reports that requiring uniform treatment will effectively eliminate the transfer.

See Explanation of State Expenditures regarding expenditure reimbursement in the Medicaid program.

Explanation of L ocal Expenditures:

Explanation of L ocal Revenues. Currently, there are six county-owned nursing facilities that would be
subject to this change in the case-mix reimbursement methodol ogy.

State Agencies Affected: Office of Medicaid Policy and Planning.

L ocal Agencies Affected: County-owned nursing facilities.

I nfor mation Sour ces: Keenan Buoy, Myersand Stauffer, (317) 846-9521, Amy Kruzan, LegislativeLiaison
for the Family and Social Services Administration, 317-232-1149. Indiana Health Care Association, Steve
Albrecht.

Fiscal Analyst: Kathy Norris, 317-234-1360 and Alan Gossard 317-233-3546
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